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HOW DO WE MEASURE UP?

Do you know how the Teachers’ Fund for Retirement (TFFR) and the Public
Employees Retirement System (PERS) manage their investment programs?
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It is probably a good guess to assume
that you know the answer is, “yes, the
State Investment Board (SIB) takes
care of it.” This is true, and leads to
another question. “If the SIB uses the
same asset classes and investment
managers for both pension funds and
virtually all of the investments are
pooled together, why does the return
over any given period differ between
TFFR and PERS?” If you are a regular
reader, then two words have already
popped into your mind... asset
allocation.

TFFR and PERS use the same ten asset
classes. In some cases, such as stocks
of American companies, they slice up
the investable universe into “Large
Cap” (big companies) and “Small
Cap” (small companies). And just to
keep you on your toes, they call
stocks, “equities.” The same thing hap-
pens with bonds (fixed income) and
other highly defined asset classes, but
in the final analysis, you can boil it
down to two major categories: equities
and fixed income. Exhibit 1 below
shows the ten asset classes used and
which major category they fall into.

For reasons specific to the individual
funds (as explained in previous

EXHIBIT 1

newsletters), TFFR and PERS have
different percentages of their funds
invested in most of the asset classes
shown. If you think in a macro sense,
the result is that the equity-to-fixed
income ratio for each fund is different.
So, essentially, when stocks do better
than bonds, the fund with more stocks
relative to bonds performs better and
vice versa.

The job of the SIB is to try to have
good performance within each of the
asset classes, while keeping risk under
control. We have our share of tough
times, but we use an independent con-
sultant to monitor performance and
report on how our results stacked up
against other public pension funds. Of
course, to unintentionally complicate
the matter, they categorize things just
a little differently. For example, instead
of reporting Large Cap Domestic
Equity and Small Cap Domestic
Equity separately, they combine them
into Domestic Equity. The same goes
for other asset classes, but virtually all
of the assets are accounted for, just
sliced up a little differently. Exhibit 2
(inside) is the consultant’s report on
how our performance ranked by asset
class for fiscal year 2003.

Continued inside...
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FROM THE DIRECTOR’S CHAIR

Have you ever pulled up the page
on our website that shows invest-
ment performance and portfolio
composition? If you have, you may
have noticed something a bit unex-
pected... timberland holdings in our
Domestic Fixed Income asset class.
What are trees doing in the middle
of a bunch of bonds? Growing!
Believe it or not, there is a method to
the madness. Outside of the fact that
every physical bond began life as a
tree, there are actually some scientifi-
cally based statistical justifications
that can be identified to support this
structural conclusion.

The thought of investments in tim-
berland often brings one image
quickly to mind... the sight of the
Western forestlands going up in
smoke! Well, we could fill up an
entire newsletter on the issue of for-
est management, but that would be
outside the scope of this discussion.
In fact, fire is not the only danger to
forests; we also need to consider the
risks. There are biological risks such
as fire, insects, disease and wind
damage. Financial risks involve the
illiquidity of the asset and the fact
that timber prices fluctuate. And, we
can't forget regulatory risk, such as
laws enacted to protect wildlife
species on public lands.

ACHIEVEMENT AWARD RECEIVED

The ND Retirement and Investment Office (RIO) is pleased to announce that
its Comprehensive Annual Financial Report (CAFR) for June 30, 2002 has qual-
ified for a Certificate of Achievement for Excellence in Financial Reporting
from the Government Finance Officers Association (GFOA).

The Certificate of Achievement is the highest form of recognition in public
employee retirement system accounting and financial reporting, and its attain-
ment represents a significant accomplishment. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

We have effectively addressed these
risks by concentrating our invest-
ments in Southern managed soft-
wood (primarily pine) plantations.
Our holdings are geographically dis-
persed to further reduce risks.
According to industry studies, bio-
logical risk factors have historically
impacted less than 0.2% of timber
stands of this type. Most of the forest
lands in the South are privately
owned and not subject to the regula-
tions placed on public lands. And of
course, these are not “wild forests”
subject to exceedingly hot, wide-
spread fires.

Our trees are professionally main-
tained using the latest technologies
available in modern forest manage-
ment. They are, in effect, grown as
“crops.” They begin life as genetical-
ly engineered saplings, planted in
rows according to highly defined
specs on prepared lands, fertilized,
protected with manmade and natur-
al firebreaks, monitored regularly,
treated with insecticides and herbi-
cides, and eventually harvested. The
nice thing about trees, though, as
opposed to wheat, for example, is
that they don’t have to be harvested
in any particular season. So if the
market is soft at any point, there is
no need to cut down the trees and
sell them cheaply. We just continue
to “store them on the stump” and
wait for the market conditions to
improve. In the meantime, these
babies just keep on growing, over a
lifetime averaging 8% or more bio-
logical growth per year.

Another attractive feature is that
trees don’t care if the stock market
crashes or we are hit with another
major terrorist strike. They grow,
oblivious to all of our global con-
cerns, out there in the Southern
woodlands, where the risks are
low and the trees grow tall towards
the sky!
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HOW DO WE MEASURE UP? Continued from front cover
This is called a “floating EXTIBTT 2
bar chart.” The vertical Total Asset Class Performance — One Year Ended June 30, 2003
axis shows investment 30% | Weighted
rates of return while six Ranking
25% 19

asset classes are plotted on
the horizontal axis. The 20% (59 ol ug)
space taken up by each 15%
bar represents the range of . ® E ©) -
returns for managers in g 10% ©) ol
the database. The dia- g 5%
mond shape on the left 0w | == (69)E=—=3(17)
side of each bar is how the (B0=—= —22)
relevant benchmark per- (5%) 7
formed for the one year (10%)
period ending June 30,

. . (15%)
2003. The circle Shape 1S Fund Sponsor Fund Sponsor Fund Sponsor Fund Sponsor Fund Sponsor Fund Sponsor
how the SIB pOI‘thliO Domestic Equity ~ Domestic Fixed Int'l Equity Int'] Fixed Real Estate Cash
ranked within the uni- 10th Percentile 1.8 13.06 (194) 2559 1.4 241
verse. Each shape has an e 0 i 512 187 7 1
associated number rank- T Percentle (147 10.10 (652) 1549 276 144
ing. For example, in the 90th Percentile ~ (2.32) 8.85 (7.63) 1154 058 129
first category, Domestic Asset Class Composite s~ 0.99 14.14 (3.94) 1827 797 199
Equity, our portfolio out- | Composite Benchmark & (0.12) 1353 (6.83) 17.90 11.73 153
performed the benchmark
by more than 1% and ranked in the top INVESTMENT PERFORMANCE
21% of all funds in the database. Each
bar reads Slmﬂar]y, SO you can qumkly INVESTMENT PERFORMANCE INVESTMENT PERFORMANCE
scan the data for some good informa- SUMMARY —PERS SUMMARY —TFFR
tion. Overall, you can see that the rela- 8% June 30, 2003 6% June 30, 2003
tive performance has been very good. 6.18%
In fact, in five out of six asset classes, 6% |-5.46% = 4% 0%
our returns were in the top quartile of . 327% 20 228%
all public funds in this database. Only 4% 2 68% ' ’
International Fixed Income failed to 2% ) 0%
reach that height, settling instead for a
better than average 48th percentile. In 0% 2%
an effort to improve performance % 4%
potential in this asset class, the SIB -191% 1606
recently added a second manager. 4% ' -6%

6.14%

So, what does all this have to do with -6% -8%
TFFR and PERS, anyway? Well, as you One Year 3Years 5Years One Year 3Years 5Years
can imagine, both of the pension funds . Total Fund . Fund Policy . Total Fund . Fund Policy

participate in each of these asset class-

es. The unique asset allocation for each TARGET ASSET ALLOCATION FOR PERS & TFFR

fund drives their exposure to each asset Period Ended June 30, 2003

class. Depending on which markets are

. . ASSET ALLOCATION % OF TOTAL, PERS % OF TOTAL, TFFR
dOlpgdW(;,‘lll (f)ll; pé)or%/l' OVfT r arg glvenl Domestic Large Cap Equity 30.0% 30.0%
period, the fund will reflect the results Domestic Small Cap Equity 10.0% 10.0%
in its performance. Overall, the TEFR International Equity 10.0% 20.0%
has more of its plan invested in stocks Emerging Markets Equity 5.0% 5.0%
than PERS does. So, basically, when Domestic Fixed Income 24.0% 7.0%
bonds do better than stocks, PERS does High Yield Fixed Income 5.0% 7.0%
better than TFER. Notice in Exhibit 2 International Fixed Income 5.0% 5.0%

) . . Real Estate 5.0% 9.0%

how much better the fixed income asset Private Equi
; . quity 5.0% 5.0%
classes did than the equity classes. And Cash Equivalents 1.0% 2.0%

that's the story of fiscal year 2003. Total Fund 100.0% 100.0%
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SIB ELECT OFFICERS

The State Investment Board (SIB) recently held its annual
election of officers. The SIB chose the following members
to hold leadership positions for the 2003-2004 fiscal year:

Chairman Vice-Chair Parliamentarian
Lt. Governor Howard Sage Norm Stuhlmiller
Jack Dalrymple

Visit our website for information from the
North Dakota Retirement and Investment Office...

www.discovernd.com/rio
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Rebecca Dorwart
MDU Resources

Brent Edison
Workforce Safety
and Insurance

SIB AUDIT
COMMITTEE APPOINTED

The five member SIB Audit Committee has a couple of
new faces in 2003-04. Brent Edison, Executive Director of
Workforce Safety & Insurance has replaced State
Treasurer Kathi Gilmore, and Rebecca Dorwart of MDU
Resources has replaced Daryl Splichal. The remaining
members of the committee are Norm Stuhlmiller, TFFR
Board member; David Gunkel, PERS Board member;
and Korrine Lang, Job Service North Dakota.
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